Note 3.

The Company has soid interests in both units of
Joint Ownership

the Caiawba Nuclear Station. The other owners

mpplcmemal information mrdmg their m
ership are s follows:

of Generating of portions of the Catawba Nuclea- Station and
Facilities ‘
imeves:
Owner @ the Sumion
North Carolina Municipal Power Agency
Number )
(NCMPA) 37.3%
?cdgnb Carolina Electric Membership
rporation

(NCEMC) 28.125%
Piedmont Municipal Power Agency (PMPA) 12.5%
Saluda River Electric Cooperative, Inc.
(Saluda River) 9.375%

Each participant has provided its own financing for its ownership interest in the plant.

The Company retains a 12.% percent owpership
interest in Catrwba As of December 31, 1989,
$492,900,000 of “Electric plant in service” rep-
resents the Company’s investroent in Units |
and 2 and nudear fue) for those units Accumu-
lated depreciztion and  amortizstion of
$ 114,000,000 associgied with Catzwbe had been
recorded as of year<nd The Company's share of
operating costt of Catawbe are included in the
corresponding electric expenses in the Consoli-
dsiec Statements of Income.

In conpection with the joint ownership, the
Company has eniered into contractus’ agree
ments with the other joint owners to purchase
anpuslly declining percentages of the penerating
capasity and energy from the plant The agree
ments were effechve beginning with the com-
merial operation of each unit. Unit 1 and Unit 2

corntmercial operation i June 1985 and in
August 198€, respectively. Such agreements were
establshec for 15 years for NCMPA and PMPA
angd 10 years for NCEMC and Seludas River

Energy cost payroents are based on variabk
operanng costs, & function of the generation out-
put. Capacity pevments are based on the fixed
costs of the plant. The estimated
capacity obligations through 1994 are
$477,000,000 for 1990, $413,000,000 for 1991,
$400,000,000 for 1992, $387,000,00C for 1993
and $376,000,000 for 1994.

The North Carolina Utlities Commission and
the Federal Evergy Regulmory Commisson
granied the Compan} recovery on 8 bevelized
besis of the capital costs and fixed operating and

mainterance costs of capacity purchased from
the other joint owners over their coptractual pur
cmsadmbuvbackpandsmhzbhcwv
ice Commission of South Caroling allowed the
Compeny recovery on a levelized basis of the
capita! costs of capacity purchased over ope-half
their contractual purchzsed power buyback peri-
ods. As provaded in current rates in all jurisdic-
tons, the Compeny recovers the costs of pur-
chased epergy and the portions of

capecity not being levelized. The portion of costs
pot recovered through cusrent rates is being accu-
mulated, and the Company is recording 2 net of
tax carrying charge on the accumulsted balance.
The Company will stan 10 recover the accumu-
lated balance incduding \he carrying charge when
the capecity payments drop below the levelized
revenues.

For the years ended December 31, 1689, 1988
and 1987, the Compen: recorded purchased ca-
pacity and energy costs from the other joint own-
ers of $598100,000, $632,200,000 and
$653,500,000, respectively. These amounts, re-
duced by the cost of capactty purchassd pot re-
fiected in current rates, are included in “Net ip-
terchange and purchased in the
Consolidated Statements of Income. As of De-
cerober 31, 1989 and 1988, $239,671,000 and
$192,084,000 net of income taxes, respectively
($425,103,000 and $348,282,000, pretax, re-
spectively), asocizted with the costs of capacity
purchased not refiected in current rates had been
accumulated in the Consolidated Balance Sheets
as “Purchased capacity costs™

1995 ANNUAL REPOKT  IRGE 29



"Note 4.
. i:ncomc Tax
x .
I Income tares related 16 electric expenses
Current income taxes
Federal _
Sute

Deferrad taxes, net
Excess tax over book deprecistion

Catawix purchased capacity cosis, net of amounts

reflecied in current rates

Amortization of canceled constma:on custs

Unbilled revenues ..

Storm demage . .

Investment tax credit
Deferred .......... ... .....
Amortization of deferments (credit)

Total income taxes relaiad 10 electric expenses . .

Income 1axes related 10 other income
Income taxes — abandonment loss
Income taxes — other, net
Income taxes — credit .

Tow! income 1axes rd.nad w0 oth:rmcotn:

Total income tax expense

Total current incotne taxes were $234 967,000
for 1989, $230,242,000 for 1988 and
$295.701,000 for 1987. Of these amounts, stale
income taxes were $40,877,000 for (989,
$42,262.000 for 1988 and $46,073,000 for 1987.
Total income taxes paid were $188 125000 in
1989, $226.400,000 1n 1988 and $294,365,000
in 1987

Income tax expense consisted of the foliowing (dollars in thousands).

1989 1982 1987
,,,,,,, $203,899 $207,354 $264276
....... 44784 _ 45606 _ 50001
248683 252960 314277
......... 7695 71,102 78037
13,620 6808 29209
444444 (23,959) (26,116) (26,503)
(08,716) (13 965) (6, 133)
24,397

©48) _(113D 214
63811 _ 26008 _ 957]0

1,39 11812 10,604
(18.309) _(I8711) _(2€]09)
(6915) _ (6399) (13509

307,579 _272.159 _396.482
........ —  (34967) -
9,053 (3,547) 4397

(20602) _(20102) _(22.559)
(11.549) _(58616) _(18,138)
$296030 $213843* §378.324

Tota! deferred income taxes were $67,978,000
for 1989, $(9,800,000) for 1988 and $96,128,000
for 1987, Of thex amounty, defered smie in-
come taxes were $13960,000 for 1989,
$4,070,000 for 1988 and $17,31),000 for 1987.

Income texes differ from amounts computed by applying the statutory tax rate 10 pretax income s

foliows (dollars in thousandsy:
Income taxes on pretax income at the

Increase (reduction) in tax resulting from:

® Excdudes income taxes of $63,803,000 related
10 unbilied revenues Suck income 1axes are in-
cluded in “Cumulative effect of a changs in
method of accounting for upbilled revenues™
on the Consolidated Statements of [ncome.
The Financial Accourtng Standerds Board
has issued a statement that will require a8

MOE X DUKE POWER COMPANY

statutory
federa! rate of 34%-1989 and 1988, 39.95%-1987 . ..

1989 98 1987
$294.998 $224967 $350.970

Allowance for all funds used during

construction (AFUDC) .. .. 27276) (23,128) (18897)
Amortizaton of electnic investment tax

credit deferrals . . ceeeeeeo o 1B309)  (18,711)  (24,109)
AFUDC in book depraczznon/amonmon ........... 29372 31,883 36520
Deferred income tax fiowback at rates higher

than SWIUONY ... ... e e 22,761y (27989  (7,268)
State ipcome uus vet of federal income tax benefits 36,852 30,928 38,110
Owberitems. net . .. .. e e 3,154 (4,407 2998

Total income tax expeme . $296.030 !glg 847 1;75&24

change in the methoc of accounting for incotne
taxes While desificasion of certain items o the
Corsolidated Balance Sheets will change, there
will be o material effect on the Company’s re-
sults of operations. The Company is 10
implement this accounting sandard by 1992.



Note &,

Short-Term
Borrowings and
Compenssating-Balance
Arrangements

Note 6—
Common Stock and
Retained Earnings

Note 7.

Preferred and
Preference Stocks
Withoot Sinking
Fund Requirements

The Company had unused shon-term credit fo-
cilities 0f'$ 380,285,000 as of December 31, 1989,
and $360,700,000 as of Decernber 31, 1988 and
1987, with 52 and 54 cormmercal banks, respec-
tively. Included in these credit faclities are
$40,000,000 and $95,000,000, respectively, allo-
cated W0 annual tender, pollution<contro! reve-
nue bonds These facilites are on a fee besis
and/or compensating-balance basis There were
po short-tero borrowings during 1988 ar 1987.
Cash balances maintained at the banks on de-
posit were $8,649,000 as of December 31,

1989, and $16,938,000 as of December 31,1988.
Substantally al of the Company’s cash balances
are maintained 10 compensste banks for their
services, even though the Company bas wo for-
mal compensating-balance armangements To
compensale ceriain banks for credit facilities, the
Company has average balance requirements
Amounts maintained were $498 500 as of De-
cember 31, 1989 and $1,303,500 as of December
31, 1988 and 1987. The Company retains the
right of withdrawal with respect 10 the funds used
for compensating-balance armangements.

A summary of short-term borrowings is a5 follows (dollars i thomsands)

Amount outstanding at end of period — average rate of 8.68%
Maximum amount outstanding during the penod

Averag: arnount outstanding during the period

Weighted average interest rate for the period — computed op a daily basis . . .

Common Stock

Dunng the pas: three years, stock market pur-
chases werr used 10 satisfy the requirements of
the Company’s stock plans The Company cur-
rently issues new shares of common stock only
for the conversion of preference stock. (See Note

......................

Decamber 31, 999

$180,000
$ 34.538
8.9%

...........

.....................

As of December 31, 1989, s total of 4,667,370
shares was reserved for issusnce 1o stock plans
and for the converson of preference stock.
Retained Earnings
As of Decemnber 31, 1983, pone of the Compa-
py's reained earnings were restricted as 10 the

7) declaration or pavment of dividends
The following shares of stock were autborized  foBows:
with or withou! sinking fund requirements as of Preference Common
December 31, 1989 and 1988 Xear __.__9-";2
1989 2,286 9.4
Val

Par Ml S 1988 3176 13292
Preferred Stock $100 10,000,000 1987 $.489 22959
Preferred Stock A 25 10,000,000
Preference Stock 100 1,500,000  In 1986 the Company issued $00,000 shares of

The outstanding Preference Stock, 6% Cop-
vertible Series AA, is copvertibke into shares of
common siock &t the adjusted conversion price
of $23.89 per share with each share of prefer-
ence stock valued at pes. The conversion price i
subject 10 certain adjusiments designed 1o pro-
tect the copversior privilege agzains. &ilubon. In
1989, 1988 end 1987, shares of preference gock
were converiad into shares of commor stock &s

Agdjustable Ra1e Preferred Siock, Senes A, with a
per value of $ 100 per share. The dividend rute is
adjusted quarterly besed oo s percentage of the
highest rate among certain US. Treasury rates.
However, in no event will the dividend raie for
any d:vidend period be less thas $.50 percent per
annurr or greater than 10.50 percent per annum.
This rate was 6.35 percent per annum & Decem-
ber 31, 1989.

Preferred and preference stocks witbout sinking fund requirements as of December 31, 1989 and

1988, were as follows (dollars in thousands):

i
]

Year Shares
baed  Oumundig __ 1989 L
1964 350,000 $ 35000 $ 35,000
1966 350000 35000 35,000
1968 350,000 35000 35,000
1970 600,000 60,000 60,000
1971 600,000 60,000 60,000
1972 600000 60,000 60,000
1977 $00,000 0,000 50,000
1978 400,000 40,000 40,000
1986 800,000 50,000 50,000
1969 24,574 2457 -
26,830 — 3




Noté .

¢ Par Value Shares
- Preferred Stocks ' -
With Sinking Fund The following shares of stock were authorized  Preferred Stock $100 10,000,000
Requirements with or without sinking fund requirements as of  Preferred Stack A 25 10,000,000
December 31, 1989 and 1988: Preference Stock 100 1,500,000
Preferred stocks with sinking fund requirements as of Decernber 31, 1989 and 1988, were as follows
(doliars in thousands):
Year Shares
Rate/Series inved Outsanding 1989 1988
7.35% 1 L ~ ... 1973 456000 § 45600 § -
‘w;m - ‘8,@
820% J L . ...wn 340,000 34,000 -
mvm -— 36.@
8.375% L e ... 1978 360,000 36,000 -
380,000 — 38,000
8.84% N L ... 1979 402,500  402% -—
418,750 41,875
7.875% P o . . ...... 1986  S00,000  S0,000  $0,000
1.12% Q A 1987 500,000 50,000 50,000
Less: Current smkmg fund requirements
7.35% | S , e (2,400)  (2,400)
820% J . ‘ (2,000)  (2,000)
8.375% L o . (2,000)  (2,000)
£§84% N o _ P (1,625) {1,62%)
Towd . . i 247,825 $255830
The anpual sinking fund requirements  The call provisions for the outstanding pre-
through 1994 are $8,025,000 in 1990 and 1991, ferred and preference stocks specify vanious re-
$9,525,000 in 1992; $11,025000 ip 1993 and demption prices pot excesding 108 percent of
1994 Some additional redemptions are permit-  par velues, plus accurnulated dividends to the re-
ted at the Compeny's option. demption date.
Note 9. First and refunding morigage bonds outsiandirg as of December 31, 1989 and 1988 were as faliows
Long-Term Debt (dollars in thousands):

Year Yaar
Senes Due 1989 1988 Series Due 1989 988
(comtimued)

4% 1992 $ S0,000 $ 50,000 B%% 2007 $ 119,500 $ 119,500
4% B 1952  $0,000 50,000 9348 2008 120610 120,610
4% 1995 40000 40,000 10%% 2009 145,050 145,050
8'2% B 1995 125,000 125,000 12%% 2015 62916 62916
T%h% 1996 100,000 100,000 104% B 2015 $0,000 50,000
7% B 1997 100000 100,000 9% 2016 175000 175,000
%% 1997 72600 72,600 8% 2017 150000 150,000
% 1998 68,500 68,500
T% 1999 56075 56,075 Bollwion-Corzrol
€% B 1999 64739 64,739 9% 2013 72,000 77,000

8'9% 200 69244 69244 6.)0% (1989) 2014 40,000 40,000
g5% B 2000 95635 95638 6.125% (1988)
7% 2001 97900 97900 7.70% (1989) 2012 20,000 20,000
%% B 200) 38080 38,050 625% (1988)
T%% 2002 78,100 78,100 7.75% (1989) 2017 10,000 10,000
TM%B 2002 67900 62900 $.85% (1988)
TH% 2003 94872 G487 7.50% (1989) 2017 25,000 25,000
$4w%B 2003 98050 98050 545% (1988)

9% 2004 95623 95,623
9w 2005 92800 92,800  LessFunds heid 6
8 %% 2006 96850 96850 in trust (1,176) __(16211)

Tow ... . :2!645!838 2,630,803

Substantially all electric plant was monigaged as of December 31, 1989.
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Note 9: -
Long-Term Debt

o

Note 11,
Retirement
Benefits

Interest paid, net of amount capitalized. was
$230.091,000, $222,102.000 and $227,557.000
for the years ended December 31, 1989 1988 and
1987, respectively.

As of December 31, 1989, the Company had
$1 30,000,000 in commercial paper backed by ap
unused  long-lerm  credit faclity  of
$130,000,000 The $130,000.000 principal

The construction of 1be Cbcml.e: And Perkins
Nuclear Stations was canceled. All retail jurisdic-
tions have permitied recovery of the incurred
costs These costs are bang amortized princi-
pally over a [0-year period beginning October
1983. (See Note 12))

The Company and its operating subsidiaries,
with the exception of Nantahalz Power and Light
Company which maintains its own retirement
plens have & pon~contributory, defiped benefit
retirement plan covering substanually al their
emmpiovees. The benefits are besed on years of
creditable service and the employess’ average
compensation based on the highes! compensa-
ton dunng a consecutive sixh-month period.
The benefits are reduced by a Social Security ad-
jusirment for employess age sivty-five and over
and for early retirees with po creditable senice
prior 1o Seplember 1, 1980. The Compan: ‘s polk-
Ky 18 10 fund pension costs accrued

Accumulated benefit obligation:
Vested benefits
Nonvested benefits .

Accumulated benefit obhgmon

amount of commertial paper is included in other
long-term debt.

The annua! maturities of long-term deby, in-
duding capitalized lease principal payments,
through 1954 are 85185000 in 1990;
$5,702,000 in 199]; $106,226,000 in 1992;
$6.804,000 10 1993 and $21,049,000 in 1994,

As of Decernber 31, 1989 and 1988, the bal-
ances for these canceled projects, net of amorti-
zation, were $233,896,000 and $296,269,000, re-
spectively ($144,128,000 and $182,542,000 net
of income tax beefits, rtspecnvdy)

The Company adopted the provisions of Fi-
nancial Accounting Standards Board Staiement
No. 87 (SFAS 87), “Employers’ Accounting for
Pensions” as of January 1, 1987, The adoption of
mcnewmdardsd:dnotmutmlmnmal
change in penson expense ip that year. The pew
standards were adopted prospectively, and re-
lated disclosures for previous years have not been
restated.

A reconcilistion of the funded status of the
plan to the amounts recognized in the Consali-
dated Balance Sheets as of December 31, 1989
and 1988 1s as follows (dollars in thousands):

989 1988

$(582,142) $(528,776)
(22,623) _ (30,852)
$(604.765) $(559,628)

Fair market value of plan assets, conasting primarily of
short-term investrnents and cash equivalents common stocks,

real extals ipvestments and governmernt and industrizl bonds

Projeciec benefit obligation .. .
Unrecognized net experience gain
Unrecognized pnor service cost ..

Remaining unrecognized SFAS 87 transitional obhga.non -

Accrued pension cost

$ 785438 $ 703,269

(755,353)  (658,829)

(20352)  (50,677)

...... (14,232) —_
1,602 1,736

S _(2%0) § (4301

Net periodic pension cost for the years ended December 31, 1989, 1988 and 1987, inchuded the fol-

Jowing components (dollars in thousands)

1989 2 1987

Service cost benefits earned

during the year . $ 24 809 $25.442 $26,707
Inter=st cost O mjected bene-

fit obligation . .......... .. 64,735 52,212
Actua) return on plap assets . (104,226) (72,465) (43,000)
Amount deferred for rucug-

piton . ... .. 34,532 6815 (9.042)
Expecied return on plan assets (69.694) (65,650) (52,042)
Net amortization . ... .. (,161) (199) 134

Net periodic pension cost $18689 $15,586 $27011
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" Note 11.
. Retirement
s

1 .4 T

In determining the projected benefit oblige-
1ion. tbe weighied-average assumed discoun! rate
used was 9.5 percent in 1989, 1988 and 1987,
while the essumed increase in future cornpensa-
tion levels was 6.5 percent in 1989, 1988 gnd
1987. The expected Jong-term rate of return on
plan assets used in determining pension cos, was
10.0 percent for 1985 and (985 and & § percent
for 1987.

During 1988, the Company conductad a work

B. Posuetirement Benefits

The Company currently provides certain health
care benefius for retired emplovess. Substantally
all of the Company’s emplovess become elighle
for these bepefits if they elect early retirenent at
age fifty-five with ten years of service or if they re-
tire at sixty-five while working for the Compeny.
The cost of retiree bealth care bepefits is recog:

!-Ni-ote 12.
Commitments and
Coatingencies

activity review which resulied in the dimination
of approximately 1,200 positions. Specia! terms-
nason benefits and severance benefits, which
amounted 10 appraximately $24,000,000 of nop-
plen costs, were provided 10 those employees that
were termningied. Also, as 8 result of the work ac-
tivity review, the Company recorded 2 onetime
net Joss from LTMINELONS &SOCAtad with fts re-
tirement plas of $4,501,000

nized as expense as the benefnts are peid. The
cost to the Compeny for 1989 1985 and 1987

mOunw w0 “a}’my(m, \mym IM
$4,800,000, respectvely. The Company reserves
the nght (o termunate, withdraw, amend

o modify the Plans in whok or in part st any
time.

A. Coostruction Program
Projected construction and nuclear fuel costs are
$2.47 billior and $566 million, respectively, for
1990 through 1992. The program is subject 10
penodic review and revisions and actual cop-
strustior costs incurred may vary from such est-

B. Nuclesr Insurance
The Compeny maintains nuclear insurance cov-
erage 1N three areas: lability coverage property
and decontamination coverage, and extendec ac-
cidental outage coverage 10 cover increesed gene-
TEling costs and/or replacemen! power pur-
chases The Company is being rambursed by the
other joint owners of the Catawbs Nuclear Ste-
vor for ceriain expensss assaciaied with nudlear
insurance prem:iums paid by the Company.
Pursuant 10 the Price-Anderson AcCt as re-
centy amended, the Company is requured to in-
sure aga:nst public Lability claims resuliing from
puciear inodents 1o the full limit of Lebibny of
appraximately $7.8 billion. The maxinum re-
quired private primary insurance of $200 mil-
bon has been purchased along with 8 lLike
amount Lo cover cenain worker tort daims The
remaining amount currenty $7.6 billion, which
will be increased by $63 milbon as each addi-
toral commercial nuciear reactor is licensed,
has been provided through a mandatory
industry-wide excess secondary insurance pro-
gram of risk pooling Undert this program, licen-
sees could be gssessed retrospective premiums to
compensate for damages in the event of 8 nuclear
incident & any bicensed facility in the nation. if
such ap incident occurs, and pubbc hahility
damages excesd primary insurances hcensees
may be assessed up to $63 million for each of
the.r Licensed reaciors, peyable at & rate not to ex-
ceed $10 milton s year per bicensed reactor for
each incident The $63 million amount is subject
10 indexing for inflation and is further subject 1o
& surcharge of $ percent if funds are insufficient
10 pa: claims and associated costs. I retrospec-
tive premiums were 1o be assessed. the yoint own-
ers of the Catawbe Nuciear Stabor are oblgated

MOE M DN POWER COMPANY

el —

mates Cost variances are due 10 various factors,
including revised load estimates, outoore of b-
censing and environmental matters and cost
and availability of capital

to essume their pro rata share of such
assessment.

The Compeny & & member af Nuckear Mutual
Limited (NML ), which provides $500 million in
primany property damage coverage for certain of
the Company's nuckear facilities. 1fNML's losses
ever exceed its reserves, the Company will be lis-
ble, on a pro ma basis for additional asses-
ments of up to $65 million. This amount repre-
sents 10 times the Compeny's annua! premium
to NML

The Company is aiso a member of Nudiear
Blectric Insurance Limited (NELL) apd pur-
chases $975 million of insurance through NEIL's
excess property and decoptaminstion hability
insurance progam. The Compeny has also pur-
chased ar additions’ $400 million of excess
property damage insurance for its Oconee and
McGuire plants and $560 mifion for its Ca-
tawbe plant through a poal of stock and mutual
insurance companies H loses ever exceed the
accumulsied funds svailable 1o NEIL for the ex-
cess property and decomamination Liability pro-
gam, the Company will be Liabie, on a pro rata
besis, for additions! assessments of up to $25
million This armoust is bmited to 7.5 times the
Company’s annual premium for $500 million of
excess property and decontamination Labiliry
insurance. The joint owners of Cazawhe are obb-
geted Lo assume their pro rata share of any liabil-
ity for regospective premiums and other pre-
mium assessments resuting from the NEIL
policies applicable to Catawbe. )

In additior 10 the $975 million in coverage
through NEIL s excess property program and the
$560 million in excess cowerage mentioned
abowve, and in Lieu of primary property Coverage



Note 13.°
Commitments and
Contingencies

¢ ., -

through NML, the Company has placed $500
million through a pool of stock and mutua! in-
surance companies for primary property insur-
ance coverage associated with its interest ip the
Catawba Nuclear Swation.

The Compan) participates in a NEIL program
that provides insurance for the increased cost of
geoeration and/or purchased power resuhing
from an accidental outage of a nuciear unit. The
Oconee, McGuire and Catawha Nuclear Stations
are insured for up W appraximately $1.8 million,
$2.8 million and $2.8 million per unit per week,
respectively, afler & 21-week deductible penod,
with decliming amounts per unit where more

C. Other
The Compeny is also involved in legal tax and
regulatory procesdings before vanious courts,
regulatory commissions and governmenta’ agen-
oes regarding matiers ansing in the ordinary
course of busipess, some of which involve sub-
sianual amounts Management is of the opinion
that the final disposition of these procesdings
will not have & materia! adverse effect on the e
sults of operanons or the financial posinon of the
Compeny. A
Ceriain pa-des appealed the Cornpany®s 1986
rate order of the Nonth Carolina Unlities Com-
mission (NCUC) 1o the North Carolinz Supreme
Count on various grounds seeking revision or
modification and refunds On July 28, 1988, the
Court affirmed most of this rate order including
the potion authorizing the coliection of aban-
doned plan: costs associsted with canceled nu-
cleas stations, but the Court found that the Com-
mission’s coriclusion regarding some eiements of
the fair rate of retwrd 0B COMMOD &QUITY WaS DOt
supporied by adequate findings of matenia! facts,
anc remanded the cese for further '
on this quesaon. On March 10, 1989, the NCUC
issued its order on remand which Jowered the
Company's ratz of return op common eqQuity
from 13 .40 peroent to 1320 percent, requured re-
funds plus interest and reduced rates 1o reflect
the lower rate of return on commop equity Dur-
ing the first quarter of 1989, the Company &-
cruec approximaely $24 million for the refund.
The refund has been peid. The Public S1af7 of the
NCUC, joined by two other parties, has appealed
this order. The y 1s of the opimon that

than one unit is involved. Coverages continue gt
100 percent for 52 weeks, 67 percent for a second

2 weeks, and 33 percent for 2 third 52 weeks If
NEIL s osses for this program ever exceed its re-
serves. the Company will be Lable on a pro rata
basis, for additional assessments of up to $25
million. This nun;Joum WI;SSBSL% the
Com ‘s annual prermium 1o ) joint
owncfsu o!)' Catawha are obligated 1o mmeﬁ -
pro rats share of any Lisbility for retrospective
premiums and othel PFremMIUD assessments re-
sulting from the NEIL policies applicable 10
Catawha

the Commission acied properly and the fina) dis-
positionofd\ismx}mshouldnotha\nwm
adverse effect on its results of operstions or fi-
pancial position.

‘The other joint owners of the Catawba Nu-
dear Station and the Company are invohed in
vanous proceedings related to the Interconnec-
tion Agreements (the Agreements). The basic
contenton in each proceeding is that certain cal
culations affecting bills under the Agreements
should be performed diSerently. Although these
material they are ftems covered
by the Agreements betweer the Company and
the otber joint owpers, whict have been ap-
proved by the Company’s retail regulatory com-
missons The ulumate resolution of these mxt.
ters canpot presently be deiermined, however,

a mazierial adverse effect on its results of opers-
tions or financia! position.

On July 28, 1987, the Federa! Energy Reguis-
tory Commisson (FERC) a peution
made by the other Catawbe joint owpers to ex-
clude costs of abandonec plants from their sup-

Note 13.
Other Income

For the years ended December 31, 1985, 1988
and 1987, the Company recorded ipvestment io-
come of $15,167,000, $19,397,000, and
$6,85(,000, respectively (313,532,000,
$20,098,000. and $9,020,000, net of income
taxes, respectively), as 8 component of “Otbex

The income i primarily from dividends and in-
terest on securities. The taxes associated with the
invesiment income are recorded as components
of “Income taxes — other, pet” in the Compe-
ny's Consolidsied Stsiements of Income.

Note M.
Reclassification

In the Consolidated Balance Sheets and the Con-
solidated Stutements of Cask Flows certair

prior-yu—r_i;rormxﬁon has beer reciassified to
conform with 1989 classifications.



Independent
Auditors' Report

Responsibility
for Fingncis)
Statements

We hawe sudited the accompanying consoli-
dated balance sheets and the consolidated state-
ments of capitalization of Duke Power Com-
pany and subsdianes as of December 31, 1989
and 1988, and the related consolidated state-
ments of income, retained earnings and cash
flows for each of the three vears in the period
ended December 31, 1985, These financial
statements are the responsibility of the Compa-
ny's management Our responsibility is to ex-
press an opinion on these financial statements
based on our audits.

Ve conducted our audits in accordance with
generally accepied auditing standards. Those
standards require that we plap and perform the
audit 1o obtain reasonable assurance about
whether the financial statements are free of ma-
tena) misstalement. Ap audit includes examin-
ing. on & test hasis, evidence supporung the
amounts and disclosures in the financial state-
menis An gudit also ircludes assessing the ac-
counting principles used and significant esu-
ma'es made by management as well gs
evajuating the overall financial statement

presentation. We belicve tha aur audits provide
a reasonable besis for our opinion.

In our opinion, such consolidated financial
staternents present fairly, in all material re-
spects, the financial positon of the companies
at December 31, 1989 and 1988, and the results
of their operations and their cash fiows for esch
of the three years in the period ended December
31, 1989 in conformity with geperally accepted
accounting principles.

As discussed in Note | 10 the consolidated fi-
nancial stsiements, 8 1988 the Compeny
changed its accounting policy of recognizing
revenue 1o provide for the accrual of estimated
unbilled revenues.

Delo M & Toucha

Deloitte & Touche
Certified Public Accountants

Charlotie, North Carolina
February 9, 1990

The financial sialements of Duke Power Com-
pany are prepared by management, which is re-
sponsible for their integrity and objectivity. The
stalements are prepared in conformity with gen-
erally accepied accounting principles appropri-
ate in the circumstances to reflect in al material
respects the subsiance of events and transac-
tions which should be included. The other in-
formation in the annual report is consisient
with the fnancial statements In preparing these
sialements, management makes informed judg-
ments and estimates of the expected effects of
events and transactions tha! are currently being
reported.

The Company’s system of internal account-
ing control is designed fo provide reasonable gs-
surance that assets are safegpuarded and transac-
tions are executed according 10 management's
authorization. Internal accounting controls also
provide reasonable assurance tha! transactions
are recorded properly, so that Hnancial state-
ments can be prepared according 1o generally
accepled accounting principles In addition, the
Company's accounting controls provide reason-
able assurance that errors or irregularities which
could be material 10 the financial statements are
prevented or are detecied by employees within a
timely period as they perform their asagned
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functions The Company's accounting controls
are continually reviewed for effectiveness. Inad-
dition, writlen policies standards and proce-
dures and & strong internal audit program aug-
ment the Compeny’s accounting controls.

The Board of Directors pursues its oversight
role for the financial statements through the
audit commitiee, which is composed enurely of
directors who are not employees of the Com-
pany. The audit committes meets with manage-
ment and interna! auvditors periodically to re-
view the work of each group and to monitor
each group’s discharge of its responsibilities.
The audit committes also meets periodically
with the Company’s independent auditors,
Deloine & Touche The independent suditors
bave free access 1o the audit commitiee and the
Board of Directors to discuss internal account-
ing control auditing and financie! reporting
matters without the presence of management.

Devid L. Hauser
Conmirolier



Nansgement's Discussion And Analysis Of Results
¢! Dperations And Anancial Condition

Operations

Earnings and Dividends

Earnings per share increased 10 $5.13 in 1989
compared 10 $4.91 in 1988. The increase in the
current year was primanly due 1o higher mles
and Jower maintenance expenses at fossil and
nuclear plants These increases were partially
offset by a decrease of §.11 per share due to the
refund resultng from the North Caroline Utili-
ties Commission (NCUC) order which lowered
the Company's rate of return or. common equity
in response to & decision of the North Caroling
Supreme Court. Earnings per share for 1988 in-
cluded an increase of §1.01 per share for the
effect of accruing unbilled revenues, a provision
for the Joss of $.45 per share because of s count
order exclud:ng costs of abandoned plants from
the other Catgwha joint owners’ supplemental
power rates and $.15 per share related 1o benefits
for employess laid ofl afler a work activity review
completed late in 1988.

Eamings per share increased over the pest five
years at an annual raie of § percent, 1085 13 in
198G from $3.72 in 1985, The wotal Compamy’s
camed return On gverTage COmmMON equin in-
creased from 13.4 percens in 1988 10 14 7 percent
in 1989. The return on average common equity
in 1988 exciudes the effect of accruing for
unbilled revenues and the provision for the aban-
donment loss

The Compeny continued its practice of ip-
creasing the common stock dividend anoually
Common dhidends per share increased from
$2.54 in 1985 10 $3.04 in 1989, nsing at an an-
nual rate of § percent Consisient with the five-
year trend. indicated annual dividends per share
increased 10 $3.12.

Revenuves and Sales
Revenoves billed 10 customers decressed slightly
from 1987 to 1989. Higher kiiowati-hour sales
were offset by decreases in prices. Growth in eco-
nomic activiry in the Piedmont Carolinas has
caused kilowati-hour sales billed 10 increase o1 2
1 percent annual rate from 1987 to 1989.
Kilowat-hour sabes billed for 1985 were essen-
tially fla! when compared 10 1988 Ap increase in
sales to the retail sector was partally offset by a
decresse in special sales to other utlities Sales to
general service cusiomers increased 4 percent re
flecting an overall increase in the cusiomer base.
Industrial sales (both textile and other industries)
increased 3 percent reflecting economi growth
in the service area.

Norp-fuel operating and maintienance expense
rose at an annual rale of 5 percent from 198% 10

1989. Factors contributing to this rise include in-
creased rmainienance 81 the nuclear stations, ad-
ditiona! Nuciear Regulatory Commission re-
quirements and inflation.

“Ne! interchange and purchased power® de-
creased 12 percent from $587 million in 1988 to
$514 million in 1989. The decrease is primarily
due 10 an increase in sales of intere| poweL

Fuel expense increased slightly from $62$ mil-
boo in 1987 10 $660 million in 1989. Higher pro-
duction required 10 meet a higher level of de-
mand was partially offset by declining fuel prices.
Fuel expense for 1989 increased S percent over
1988. This increase refiected the need for addi-
tonal fossi’ geperation in response 10 the growth
in sales.

Demage from Humcane Hugo will cost ap-
praxirnately $64 million. The capital portion of
these costs, about $44 million, will be capitalized
and depreciated over approximately 30 vears
The Company has received approval from the
appropriaie regulatory commissions 1o defer and
arnortize the remaining $20 million over a five-
year perniod. Regulaiory approval bas also been
received 1o defer and amortize over a fivesyear
periad another $3.5 million, of a tota! $9.7 mil-
tion, in damages from tornadoes that struck the
Piecdmont in May.

Otber 1ncome

Allowance for funds used during construction
(AFUDC) represented {4 percent of earnings for
common siock in 1989, increasing from 14 per-
centin 1988 and 11 percent in 1987, The moder-
ate increase in AFUDC over the past three years
1s & result of construction of the Bad Creek Hy-
droclectnc Suation. AFUDC is expected 10 con-
tinue (o rise moderately as the Bad Creek Hydro-
electric Station nears compietion.

Iecluded in “Othet, net,” the carrying charge
on purchased capacity levelization represenied 7
peroent of tota! earnings compared to § percent
in 1988. This change is du 10 the increasing cu-
mulative effect of the Company’s funding pur-
chased power costs not currendy coliected in
rates. (See Note 3, “Notes 10 Consobidated Fi-
nancial Staternents™)

Subsidiary and pon-utility esrnings, of which
N jOT COMPODENts are investent income, Cres-
cent Resources, Inc. and merchandising, were 7
percent of 1otal Company earnings in 1989,
compared 10 6 percent in 1988. The stight in-
crease in these eamings from 1988 is due 1o an
incTease in earnings from subsidiary operstions
which was partially offset by & decrease 1p 1nvest-
™oent income as a resuk: of the reduction in the
overall invesiment base of certain subsidiarnies.

1985 ANNUAL REFORT  INCE 37

L 8



e

widity
Resources

Ratc Matters

From 1985 through 1989, the Company was in-
volved in various retail rate actvines In 1985
and 1986, rale increases provided for the recov.
en of the Company's invesiment in botb units of
the Catawba Nuclear Station and recovery of in-
creased purchased power and operating ex-
penses. These increases were partially offset
when the Comparny reduced retail rates by 2.3
percent or: January 1, 1987, and by an additional
3 percent on January 1, 1988, (o recognize the
Jower corporate income tax rales included in the
Tax Reform Act of 1986. The Company does not
anticipaie the need for any general rate activity
untl it i necessary (o recover the invesiment in
the Bad Creek Hydroelectnc Station. (For addi-
tiona! information on rate matters, see Note 2,
“Notes 10 Consolidaied Finanda! Staterpents™)

In July 1987 the Federal Epergy Regulatory
Commission (FERC) approved a 3.56 percent
increase in the Company's wholesale rates, re
fiecting both the costs of Catawbe Unit 2 and the
lower corporate income tax rate for 1987. A 2.4
pereent rate reduction was implementad in the
Company’s wholesale jurisdichion effective Janu-
ary 1, 1988, also reflectng 2 reduction in the cor-
porate income tax rate.

The Company is also involved in legal tax and
regulaiony proceedings before vamous courts,
regulalony commissions and governmental ager-
cies regarding maners arising in the ordipary
course of business, some of which involve sub-
siaruat amounts Management is of the opinion
that the final disposition of these proceedings will
not have a material ad verse effect on the resuhs of
operations or the financial positon of the
Company.

Cenain parties appealed the Compeny's 1986
rate order of the NCUC 10 the North Carolina
Supreme Court on various grounds seeking revi-
sion. or modificaton and refunds Om July 28,
1988, the Count affirmed most of this rate order
including the portion authonzng the collection
of abandoped plant costs associzied with can-
celed nuclear stations but the Court found that
the Commission’s conclusion regarding some el-
ements of the fair rate of return on common eg-
uity was not supporied by adequate findings of
ma:erial facts, and remanded the case for further
proceedings on this question. On March 10,
1989, the NCUC issued its order on remand
which lowered the Company's rate of return on
common equity from 13.40 percent to0 13.20 per-
cent, requited refunds plus inierest and reduced
rales 1o reflect the Jower rate of return on com-
mon equity During the first quarier of 1989, the
Company accrued approximalely $24 million
for the refund. The refund has been peid. The
Public Staff of the NCUC, joined by two other
parties, has appealed this order. The Company is
of the opinior that the Commission acted prop-
erly and the final disposition of this matter
should not have a matenal adverse effect on its
results of operations or financial position.
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The other joint owners of the Catawbs Ny-
clear Station and the Compary are involved in
various proceedings related to the Interconpec-
tion Agreerents (the Agreements). The basic
contention in each pr ng i that certain cal-
culatons afiecting tills under the Agreements
should be performed differently. Although these
matiers may be maienal they are items covered
by the Agreements between the Company and
the other joint owners, which have been ap-
proved by the Company's retail ocorm-
missons The ultimate resolution of these mat-
ters cannot presenty be determined; however,
the Coropary is of the opinion that it has
erly interpreted the Agreements and that the ulti-
mate resolution of these matters should not have
a material adverse effect on its results of opers-
tions or financial position.

On July 28, 1987, the FERC granied a petition
mads by the other Catawha joint owners 10 ex-
clude costs of abandoned plants from their sup-
plemental power rates, affirming the other jaint
owners’ contention that these costs were nat a
per: of the Catawbe contracts The Company ap-
pealed the order to the courts. The court upheld
the FERC order in January 1989, The order had
2 ope-time impact on earnings of $.46 per share,
reflected in the fourth quarter of 1988,

Capital Structure
The Company’s capital structure af year<end was
S1 percent common equity, 40 percent long-
term debt, and 9 percent preferred and prefer-
ence stocks This capmal structure is consistent
with the Company’s long-termn financial goals.
To satish the requirernents of vanious stock
purchase plang the Company purcheses com-
mon stock on the stock market The Company
does not anticipate issuing common stock, other
than for preference stock conversions, in the near
term. However, the Company issued new Jong-
term debt in earty 1990 and intends to issue add>-
tional long-{erm debt during the year

Cash From .
In 1989 pet cash provided by operating activities
accounted for 73 percent of total cash from oper-
ating, financing and investing activities. Appras-
imately §3 percent of tota! cash from operating,
financing and investing activities & being used
for construction of the Bad Creek Hydroelectric
Station.

Cash From Financing and [nvestiag Activities
During the years 1985-1987, the Company ob-
taived addibona) funds of $892 milkion from the
sale of first and refunding mongag: bonds and
$148 million from the sale of preferred sock.
These funds were obuined primarily for
refinancing activites. In 1988 no additional
funds were obtained from the sale of first and re-
funding mortgags bonds or preferred stock. In
1989 the Company received approval from the
NCUC and The South Casolina Public Service
Commission o enter into 2 financing arrange-



ment involving the issuance and sale of a maxi-
mum of $130 million principal amount of its
commemal paper backed by long-term bark
credit agreements In accordance with this ar-
rangement, the Cormpany then issued and sold
$130 million principal amount of its commercial
paper included in the Consolidated Statements
of Capitalization as “Other long-ierm debt ™ The
proceeds {rom the wssuance of this commercial
paper were used primanly to lerminate the Nu-
clear Fue! Trust financings of $86 million.

The Company also plans 1o file & registration
slatement with the Securities and Exchange
Commussion (SEC) 1o issue up 10 $250 million in
First and Refunding Morgage bonds 10 be desig-
pated as “Medium Term Notes”™ Approval for
the issuance of these Medium Term Notes has
been received by the Company from the appro-
priale stale regulatory agencies The Company
amended a registration statement previously
filed with the SEC 10 issue up 10 a maximum
of $300 million First and Refunding Morgage
bonds The amendment will permit the Com-
pany 10 oblain necessary funds for construction
purposes. Also in early 1990, the Compeny is-
sued $200 million in new jong-term debx and in-
tends to utilize a portion of the proceeds to re-
deem the 12%% First and Refunding Mongage
bonds The Company intends 10 issue add:tional
long-te-m debt during the year. The Company
has not issued any common stock for the past
five years except to satisfy the requirements of its
stock purchase plans and the converson rights of
preference stock. (See “Long-Termn Financings
and Sale of Assets” page 41.)

Because of refinancings, the Company's em-

Capital Needs

Property Additions and Retiretneats
Additions to property and nuclear fue! of §!.1
bilior and retirements of $.1 billion resulted ina
petincrease in gross plantof $ 1.0 billion in 1989,

Since January |, 1985, addivons 1o property
and puclear fuel of $4.2 billion and retirements
of $282 million have resuhed in a net increase 1p
gross plant of $3.9 bilkion.

Construction ‘
Plant construction costs for generating facilities,
including AFUDC, increased from $204 million
in 1985 to $388 million in 1985. This increase is
primarily the result of construction expenditures
al the Bad Creek Hydroelectric Swaton. Con-
struction costs for distibution plant, including
AFUDC, increased from $178 million in 1985 to
$310 million in 1989, primarily reflecting cus-
tomer growib ip the service area.

Pwrchased Capacity Levelization

The rates established in the Compeny's rewad jur-
tsdictions permit the Company 1o recover its in-
vestrpent 1p both units of the Catawbe Nuclear
Station and the costs associated with contactual
purchases of capacity from the other Catawba
yoin1 owners. The contracts relating to the sales of
poruons of the station obligate the Company to

bedded cost of long-1erm debt was lowered from
9.47 percent at year<end 198510 8.7] percens at
year-end 1989. The ernbedded cost of preferred
siock declined frora 8.75 percent &t the end of
1985 10 7.86 percent &t the end of 1989, (For ad-
ditional information op the Company's capital-
ization, see Notes 6, 7, B and 9, “Notes 10 Coo-
solidated Financial Staiements™)

Church Street Capital Corp., & wholly owned
subsidiary of Duke Power Company, was formed
in 1985. During 1989 the Company reorganized
its subsidiary structure by contributing the gtock
of its non-utility subsidiaries 10 Church Speet
Capital In addition, the non-utility subsidiaries
vrensferred their investment funds to their new
parent. Church Street Capital will provide for
central management of funds intended for future
pon-utility operations. Mip\ Street Capita! Asso-
ciates & general partnership of certain subsidiar-
ies of the Company, was dissolved and its agsets
were utumately passed 1o Church Street Capital
as a result of the reorganization. As of December
31, 1989, Duke Power Company and consoli-
dated subsidiaries had approximately $56 mil-
bon in intermediate-tern investments and $58
rmillion in shori-lerm investments.

Fired Charges Covernge

Fixed chargss coverage increased slightly t0 4.26
times for 1989 compared 10 4.25 times in 1988
using the SEC method. Fixed charges coverage,
excluding AFUDC and the return on purchased
capacity levelizaton, was 3.83 tmes ip 1989
compared 10 3.88 times in 1988 and the Compe-
py's goal of 3.5 imes.

purchase power from the other jaint owners on
an annually declining basis In the Nortb Caro-
lina retail junisdiction, regulatory treatment of
these contracts provides revenue for the recovery
of the capital costs and the fixed operating and
maintenance costs of purchased capacity on &
levelized besis In the South Carolina reqi! juris-
diction, revenues are provided for the recovery of
the capital costs of purchased capecity on 8
Jevelized basis, while the fixed operating and
mainienance costs are recovered in current
aes

These rate treatments require the Company 10
fund portions of the purchased power payments
unti] these costs, including carrying charges, are
recovered a! a later date The Compeny recovers
the accumulated costs and carrying charges
whep the declining purchesed capacity pay-
ments drop below the levelized revenues.

The levelized recovery of purchased power ob-
Kigatiors under contracts with the other joint
owners of the Catawba Nuclear Station will re-
sult ip peyments by the Company over the next
three years exceeding the amounts colected in
raies for such power by approximately $231 mil-
bon. (For addntional infarmation on purchased
capacity kwelization, see Note 3, “Notes to
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FOXED CHARGES
COVERAGE

The Compary has revised
its fixed charges coverage
goal 10 3.5 times 10 exclude
non-cash items.

CONSTRUCTION COSTS
Construction casts have in-
creased as completion of the
Bad Creei: Hydroe/ectric
Sialion nears

Consolidated Financial Stnements™)

Fuoture Construction Program

Construction costs for major generating facilities
for 1990 through 1992 will reflect continued
progress &t the Bad Creek Hvdroelectric Station
and the new Lincoln Combustion Turbine Sta-
tior. as discussed below. Projected construction
costs and nuclear fuel costs cumulatively for the
nex( three years are $2.47 billion and $566 milk
lion. respectively.

Construction continued at the Bad Creek Hy-
droelectric Station in 1989. Units | and 2 of the
1,065-megawant purnped-siorage fasility are
officially scheduled for completion in 1992, with
Units 3 and 4 in 1993. However, construction is
currently ahead of schedule. By year-end, $694
million of an estimatad $1.1 billon had been
spent.

In 1985 the Company announced that a site in

While the Company maintained solid financial
perforrnance in 1985, the ability 10 maintain and
improve this level of financial strength will de-
pend on several factors Future trends in the
Company's earnings depend 1o 8 large extent on
economic conditions in the Predmont Carvlinas
anc on the ability of the Company 10 maintain
and further pursue eficiencies.

Durning 1989 the Company offered for sale
Mik-Power Supphy Company. one of Duke's sub-
sidianes The Company entered into &n agree-
ment with the aty of Anderson, South Carolina,
which relieved Duke of its obligation 1o operate
the transit systen. The Compeny also has en-
tered into a similar agreement with the an of
Durham, Nont Carolina subect to certain con-
tingencies Management & of the opinion that
these transactions will oot have a matenal im-
pact on the results of operatons or the financial
position of the Cormpany.

In 1989 the Company along with the Fluor
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Lincoin County, North _Cvolim had been ge-
lected for & pew combustion turbine (CT) facility
to meet custoner 8emand in the mid-wo-date
1990s. The Lincoln Combustion Turbine Station
will be able 10 accommodate up 1o 16 combus-
tion turbines with 2 10ta! generating capacity of
appraximately 1,200 MW of electncity, Current
plans are for the fist CT 10 be operational as
carly as 1994. Duke h¥ nohﬁd the appropriate
staie regulatory agenaies of its intent 1 begin
procedures to obtain required permits for cop-
struction and operation of the facility.

The Company is evaluating options for meet-
ing additional future power needs under its “jeast
cost” plan These options include further energy
conservation of Joad management, bulk power
purchases and copventiona! supply side alterna-
tives for meeting power peeds in the 1990s and
beyond.

Corporation of Irvine, Californiz. announced
the formation of a8 new entity named Duke/
Fluor Daniel Duke/Fluor Daniel specializing in
coalfired projects, will offer tota! design, engi-
peering. construction and operating services of
now power plants o repowering. upgrading or
maodifying existing plants.

The Company is currently monitoring pro-
posed legislation 10 amend the Clean Air Act
Duike suppors the netional objective of clean air
and has reduced emissions through the use of
low-sulfur codl ip it fossil plants through efb-
cien! operations and by utilizing puciear genera-
ton. While the Company supports action on this
1ssue, it is concerned that the currently proposed
legislation disregards the efforts of unlities. such
as Duke, that hawe al~eady established low emis-
sion standards. Without amendments that credit
Duke with clean-air actions already taken, the
proposed legislation would be very costly to
implement
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DUKE POWER COMPANY

Long-Term Anancings And 8ale 01 Assets

To meet its capital requirements. the Company has financed with long-termn debt and equity securi-
ties and has raised additional capital through other types of financings plus the sale of cerain assets.
In 1987, favorable market conditions prompted the Company to refund severa! issues of higher<cast
securities with Jowercost securities in ordet 1o reduce financing costs. Financings and sale of assets
from 1987 through 1989 were as follows (dollars i thousands):

- e
procesds procesds proceeds
Preferred stock
7.12% Series Q. $ 100 par (500,000 shares issued February 4) 3 49.563
Long-1erm debt
First and refunding mortgage bonds
7'2% Series B due 1997 (Issued March §) . ... .. .. 98,402
£/1% Senes due 2017 (Issued February 4) . ... ... 147,464
Pollution-control series S ... $15906 § 1283 _ 3874
Toal . . o 15,906 1283 284,600
Nuclear fuel trusts . . S 80545 85612 77,388
Total long-term debt oo 196881 86895 361988
Toka! financings o 1968851 86895 411,551
Saleofassets =~ . . _ 23496
Tota! long-term financings and sale of assets o 8196881 £895 $435,047

The Company's stock plans begar purchasing stock on the stock market in the following years 10 sat-
isfy plan requirements:

Stock market

~ purrchases initmed
Employees’ Stock Ownership Plan . PPN L /. X )
Swoch Purchase-Savings Program for Employees . . 1984
Swock Purchase &nd Dividend Reinvestment Plan L 1988
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| DUKE ROWER COMPRNY

- 8efected Ananclal Data
" 1938 ny 1986 1985
Condensed consolidated statements of income (lhouslnds)
Electric revenues . . $3,639,339 $3,626985 $3,705,784 $3400933 $2,898911
Electricexpenss. . . . ... . ... 20M7 2997434 _3041827 2816157 239087
Electric opmnng income e 704,600 629,551 651,957 $84.77%  $§28,035
Other income e 101 826 46211 72,902 _1_11,339 163.82!
Income before interest deductions . ... o 806,426 675,762 730,859  TI265 691,856
Interest deductions . | L 234815 227,631 230,661 244822 284263
Cumulative effect of accrual of unbilied mu . — 102253 - -— o
Netincome . ......... ... e £71,611 §50,386 500,198 467834 437,593
Dividends on preferred and pttfcrence siocks 52477 53,329 $4,264 38,767 60912
Earnings for common stock e §.819.134 § 497057 § 445934 § 49087 § 376681
Commoa stock dats
Shares of common stock — year-end (thousands) . . 101,281 101,272 101,259 101236 101,194
— average (thousands) = 10127 101,266 101,250 101,220 101,178
Per share of common stock
Eamings(a) . = . e $5.13 $4.91 $4.40 $4.04 3.1
Dividends L $3.04 $2.88 $2.74 $2.64 $2.54
Book value — year-end - . $36.10 $34.01 $31.96 $30.34 $28.98
Market pnce — highdow o $56'4-42Y, $49-420  $51%39%  $52.34% $36W-28h
— year-end S $56% $4bY $42% $45% $35%
Balance sheet dats (thousands)
Total assets o . 99842398 S8 890,605 $8511,794 $8226729 $8,024,163
Long-term debt v 4 $2822442 $2728,794 $2723.382 $2,752,302 $2,721,041
Preferred stocks with sinking fund requmments $247.825  $255850 $263,875 $221991  $277,012
Electric and other statistics
Kilowatt-hour sales (millions)
Residential o 16,895 16,744 16,580 15,636 14,241
General service L 14,206 13,634 13,026 12,312 11,338
Industrial = , : 25934 25,154 24,974 23212 21,837
Orher enerpy and wholessle o 9.593 10,667 10,171 9353 _8.642
Total kilowatt-hour sales billed o 66,628 66,199 64,751 60,513 56,08
Unbilled kilowan-hour sales (b) A 30 168 _— — -
Total kilowati-hour sales S ; 66.99% 66 364 64,751 60513 __ 6038
Residential customer data
Average anpual KWHuwse . ‘ 12,459 12614 12,830 12413 11,659
Average revenue bilied per KWH . . 700¢ 7.20¢ 7.40¢ 6.96¢ 6.42¢
Sources of energy (millions of KWH)(C)
Generated — Coal .. e 26,178 23930 23,617 30,249 27,619
— Nudlear(d). ... ... , 47,773 47934 44.£10 35,044 33,700
— Hydro . N 1,520 402 1,454 771 1,062
— Oil and ps L . 4 32 (1) 14 13
Total generation ... ......... - 75,498 72,298 69,880 66,078 62,494
Purchased power and net interchange ... .. - (1,218) 437 5 (822 (1,242)
Total output .. .. .. - 427 72,735 69 885 65,256 60,752
Less: Other Catawba ;omtaumm share . 12,566 12,166 11,96} 6,261 3,827
Plus: Purchases from other Catawbe joint owners 9.809 10,244 10.872 8983 3769
Total sources of energy . . . ... .. ) 71,520 70.813 68,796 64,943 60,654
Line loss and Company usage o . _4.892 4614 4,045 4435 ___ 4636
Tou! kilowatt-hour sakes billed . 66628 __ 66199 64751 _ 60513 __ 86058
System average heat rate o 10,013 10,021 10,024 9,881 9,900
System load factor o 618% $9.8% 62.5% 59.8% §5.8%

(a, Includes cumulaiive effeci of the accountirg change ﬁr mbrh'ed revemues for 1985
(2, Includes ihe resic:emen: o/ unbulied Lilowari-howrs
{dl ¢} Does mot include operaing sizugics of Nanwhala Mdbghl Compar)
Includes 100% of Caiowbc generation
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DUKE gow.:u COMMNY

Soiected Anancial Data

Fomnc b

First Second Third Fountb
Dollars in Thousands (excepx per-share dats) Quaner Quarner Quaner Quarter(d) Total
1989 by quarter
Electric Revenues . ... ... - $863235 $877,304 $1,011,294 SBE7,506 $3,639.339
ElectncOpcrmnglnmmc Lo 152365 153850 230,420 167,965 704,600
Netlocome ... .......... 127280 127270 194,812 122249 $71,611
Eamnings Per Share . ... .. : $1.13 8112 $1.80 $1.08 $5.13
1988 by quaner (a)
ElectricRevenues . . .... ... $917,358 $829.999 $1029.452 $850,176 $3,62698S
BeﬂncOpam.nglncume..,. , 167,726 124 483 219017 118325  €29,551
Income Before Cumulstive
Effect of Accrual of
Unbilled Revenues . ... .. 135190 98,7 192914 24250 448,131
Cumulative Effect of Accrual
of Unbilled Revenues-Net . 102255 -— — - __ 102285
Netlooome ... . . B4 SOUTT § 192014 § 24250 § 530385
Eamings Per Share
Before Cumulative Effect of

Accrual of Unbilied Revenues $1.20 $0.82 $1. 77 $0.11 $3.90
Cumuistive Effect of Accrual

of Unbilled Revenues-Net 1.0) -— 1.0}
Towad = Lo 8221 g ;1 77 $0.11 $4.91

Generally, quartery eamings fuctuate with seasonal weather conditions, timing of rate changss and
mainienance of eleciric generating units, especially nuclear units

fa. %am-rh informasion for 1988 has been restaied 1o refiec the aconaal of unbilled revewmaes. (Seae Noie |, “Notes o Comsoli-
od Financig! Swaiemerns 7)

(b, The founh e o 1988 mdudrs for abandonment loss and Lhe cost of benefiLs far employees laid off afier the
work a.rm“:lwn (See hml/ﬁianmelwdFm&w

Stock Market The Cempany had approaimately 115,734 bolders of record of common stock as of December 31,
Informstion 1989, and 120,277 boiders as of Decernber 31, 1988. During 1989 approximately 34,640,200 shares
of common siock were traded, compared with 57,278,900 during the previous year The Compeny's
commot stock prices, asquoted 1n the New York Siock Exchange Composite Transactons, and divi-
dends paid are as follows:
Dividends  Stock Price R_A!! Divideads Swock Price Range
1989 bv quarier 1988 by quarter
Fourth $0.78  $56%  $50% Fourth .. . $074 $47% S44%
Third 0.78 53V, 4514 Third ... ... 0.74 46% 42%
Second 0.74 S04 44, Second ... .. 0.7 474 42%
First 0.74 46% 2% Firg ... . 0% 49 43
Sabsidiary Dolan i» Thousnds 1999 1988
ents Property and otheraseets ... . e $ 93210 § 86820
Investrents and net current assets . 161878 122079
Tolalassets ...... .... . e 254,788 _208.8%
Deferred income taxes . . .. e 15480 16,131
Other hiabilities .. .. ... .. o e e 29,521 10,829
Tota! Habilities . 45001 __26.960
Invcstmemsmmdadmcaw subsdmm. e o §209!787 ij____i;&
Earnings of subsidiaries, net o S § 24380 S 18482
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—R'otlce of annual

The 1990 meeting of bolders of Duke Power
Company commoz stock will be heid
Thursday, April 26, at 10 a.m. in the O,
Miller Auditorium of the Electric Center,
526 South Church Street. Charfotte N.C.

Transfer agents
Common Stock only:
Investor Relations
Duke Power Company
P.O. Bax 36426
Charlotte, N.C. 28236

All Stocks:

First Chicago Trust
Company of New York
30 Wes: Broadway
New York, N.Y. 10007

Common Stock only:

First Union National Bank
of North Carolina

212 South Tryon Street
Suite 450

Charlorte, N.C. 28281

All Stocks:

First Chicago Trust
Company of New York
30 West Broadway
New York, N Y. 10007

Corporate beadquarters
422 Soucth Church Street
P.O. Box 33189
Chariotie, N.C. 28242
704/3734011

SEC Form 10-K and statistica! srpplement
Upon request, the Compeny will provide
without charge 8 copy of its 1989 Annual
Report on Form 10-K as filed with the
Securities and Exchange Commission. Also
svailable without charge is the Suatistical
Suppkment o the 1989 Anoual Repont to
Shareholders. Requests for these documents
should be directed to Jeff Jobnson, 1nvestor
Relations, Duke Power Company, P.O. Bax
36426, Charjorte, N.C. 28236. Shareholders
may call Investor Relstions a1 3734579
(Charlotte) or & the following toll-free
numbers: 1-800-532-0492 (Nortb Carolina);
1-800-438-0142 (elsewhere in the United
States).

Irvestor services

Duke Power Company offers several services
for shareholders The Stock Purchase and
Dividend Reinvestment Plan, available 1o
all shareholders and Duke Power electric
customers, provides a convenient way to buy
shares without incurring brokerage fees
Direct Deposit of Dividends automatically
credits dindends 10 shareholders’ checking
or savings accounts on the same day they are
paxd. And the Small Shares Repurchase
Service allows investors with fewer than 50
shares 10 close their accounts by selling the
shares directly back to the Company.
Shareholders with questions about any of
these services can call Investor Relations at
the above numbers.

Stock exchange histing

Duke Power Company common stock is
listed and traded on the New York Stock
Exchange. The trading syvmbol is DUK.

Annos! Report

The 1989 Annua) Report is available on
audiotape. For copies, write Duke Power
Compary, Corporate Comrmunications,
P.O. Box 33189, Charlotte, N.C. 28242.

EAD



CERTIFICATE OF SERVICE

I hereby certify that copies of the foregoing "Reply"
were properly mailed, postage prepaid, this éth day of March,
1991, to the following:

Duke Power Company
P. O. Box 331889
Charlotte, NC 28242
Attn: Rowe Hass

Federal Energy Regulatory Commission
825 North Capitol Street, N.E.
washington, DC 20426

South Carolina Public Service Commission
P. O. Drawer 11649
Columbia, SC 29211

* Michael D. Paul
Reid & Priest
701 Pennsylvania Ave., N.W.
Washington, D.C. 20004

* John T. Curry, Chief
Accounting Systems Branch
Accounting and Audits Division
Common Carrier Bureau
Federal Communications Commission
2000 L Street, N.W.
Room 812
washington, D.C. 20554
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* By Hand Delivery



